By Walter Jacobe and Clement Winston <

The Postwar Furniture Market and
the Factors Determining Demand

CDNSWER vutlnys for furpiture are cwrrently at their
postwar high., After o brief dechne in the spring of 1848, the
strong demand for these products was demonstrated by o
rengwnl of the advance which has cheracterized most of the
peviod since tha cloze of the war.

This firmness in Lhe market for furniture is clesrly associ-
ated with the high disposable personal income in recent years,
and with thn unprecedented netivity of private residentizl
construction, since any expansion in the number of dwellings
creatcs & corresponding need for furnishing those unita. For
much of tha period since the end of the wor, the boeklog of
demend, in conjunciion with the accumulation of liquid
savinga and the relatively low volume of consumer debs, haa
al=o pontribuled significantly to expenditures Ior furniture.

Furniture market approximately $3 biliton

Purchnses of housohold furmiture comprise an importan.
category of consumption expenditures. In the 1949,
nearly $2.8 Lillion wera spent for {urniture, not including
houscfurnishings or household applisnces and equipment.
Thiz was only shehtly below tha $2.9 billien expended in
1948, and in doilnr valve waes mora than double the total
purchesed in any prewar vear. During the eorly months of
1850, exponditures reached a new high aes they axesedad o
$3.0 billion annual rate.

1n quantiiy terms alzo, purchases of forniture during Lhe

first quarter of 1950 ware highat than ever. Velume was
nearly 30 percent above the prowar high of 1941, and more
than 50 percent grestor then in 1929 sud 1039,

Chart 1 showa the proportion of disposable incoms Elag
consimers have spent in scquiring these items, The chart
reveals the welllmown tendency chavactorizing dureble-

ods expenditures to fluctuate in relative importanss with

va gwings of business activity. In pemcetime yems of full
employment, outlays for furniture have secountcd for about
1.5 pereent of spendabie income, this proportion dropping
appreciably when business turns down.

Expenditures reluted to the construction cycle

Alsp wisible in the chart is the effect on furniture outln
of high activity in residential construction. Thus, in Lbe
yemn immoediabely preceding the wor—years which wers
eomparable to the 1920'a in terms of aggregate economic
activity, but not in the number of houses buili—purcheses
of turnrture accounted for %Earceg:tihly ameller &lrr. ol con-
armer incoms thap in 8 when Inrge numbars of nrew
houses were erected, such as the paat 8 years and the decade
following the First World War.

Thia relationship of furniture buying to residential con-
struction is also evident in quantity terms, However, the
grontor importance of dollar expenditures for furnitura in
periods of active building is in part a reflection of the fact
that furnibure prices tend to be high relative to other prices
in such peviods, both because of the greater dem nnel
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Lecatss there 3 some compatition balween the sonstruction
and furniture industries for materials and labor.

The prica factor is, of course, & basic element in any study
of demand, sines, other things being ETSmL lowar prices
bring mors consurasre into the market. By and Inrge, the

Chart 1,—Personal Consamption Expenditures for Fur-
niture as a Percemtags of Disposable Personal Income
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wiy furniture pricss relate to prices of other goods snd
services is more significant to the analysis than the absolute
lavel of furniturs aﬁnm The ratic bebween urniture
prices and prices of all consumer goods and services has been

a8 & measurs of the relative price movements. How-
ever, it should be recognized that this mensurs is not com-
pluw]gli antisfoatory, primarily beconse of continuing choenges
m quality.

Jillt.hm?gh furnitura priees have slowly declined relative to
other consumer prices sinca the end of the war, the ratio is
substentially above ite prowar values, ns the following table
indicatas,

Ratio of Furnittire Prives lo Average Consumer Prisca (1335 m 1400)
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Population growth

The changing size and composition of the fpopu[ntion =
alst relevant to tho market for furmitors, as for other cnt-
epories of comsumer expenditure. Although the rete of
inerense in the population is primurily relevant to the long-
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term outlook, population developments also have 4 bearing
ot the short-rin picturs.

, A high rata of family formation, which normally is asso-
ciabed with a housing boom, is one of the elements involved
m the relation between furniture expenditures and resi-
dontinl construgtion aetivity. The rise in the birth rate
following the war is also significant, and s reflected in the
increnged production of infants' and childven's furmiture
indieatad in the tahlat

Tahle L=Value of Shipments of Houmhold Furniturs, 197,
Compared With Volus of Production fa 1920
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Measnxing Furniture Demand

In attempting $o obiain a quantitetive approisel of the
fastors which influence the ameunts consnmers purchase of &
commocdity or service, there are two approaches possible.
‘The first appronch surveys a sample of consumers at o given
tima, obtalning for each individual-—or other Lype of con-
sumsing unib, auch oz hovsehold or family—the nmount he
Los ded or the amount he intends to spend, os well as
other information relovnné to his consumption habits: for
example, his incoma, liquid assets and occupstion® The
other methad detormines historieslly in berms of eggrepoto
detn how totel expenditores for the eommodity hava flue-
tuated with total dispessble income snd other importank
varinbles. Each of these mothods hns itz adventages and
disndvantages, and generally it ia desirable for thurou%h»
going study of demasnd to use botl rppreaches when poasibic,
and to check the results of each sguinst the other,

Aggregate figures constitute tha only reliable information
ebout furpiturs which covers an extended period of time,
and the statistical nanlyzis employed hove is bosed on them.
The rather meésgér material on furniture nvaileble from sar-
veys is considered later. .

Factors in the present study

The varinbles which enter into the following onalysis of
furriters expenditures are aggregate dispogabls personnl in-
come, the valua of new private residential constrnetion, an
index expressing the changes in furniture prices in relation
to prices of other consurer itome, and the number of house-
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holds. A= shown in chart 2 on page 10, these variables
account for oll but » negligible part of the fnctuations in
eonaumer purchases of furniture during the period 1923402

1 coefficient in the regression equation expressing thie
relationship is an estimats of the average percentoge changa
m furniiure expenditurea per household during the base
peziod whan the corresponding variable changed by 1 percent,

cthor variables remsining unchenged.! Thus, with o
l-porcent incrense in paer-household Income alone, per-
household outlays for furniturs wers maised by o litéle morn
thnn 1 peroeat, end & 1-poreent rise in resideniial conatruetion
per household was attended on the averaga by & one-sixth of
1 percent mcrease in expenditures. Similarly, an increase
in furniture prices of 1 percent relative to othar consumer
priess, income and construetion not chanping, was sccom-
paniad by & decline of one-balf of 1 percent In the dolier
valua of Turniture purchases.

O course, chenges in any ane of the factors did not take
place independently of the others,  For exampls, an ineronse
lo residentinl building was ordinarily assecinted with a riss in
mteene, which also worked to it furniture outloys, and with
highar prices for furniturs relative to othar consumer goods
end services, which tended toward lower outlays. Howover,
of the single factors, incoma is by far the most important in
accounting for the movements of furniture expenditures,
while eonstrnetion nctivity and price are secondary, though
still significant. '

The preceding discussion has been based on considerntion
of the averngs houschold, the “ecalculated™ aggregnie wmond-
itures in the chart being devived by obtmining the per-
household expenditures from the relationship 'mng muliiply-
ing by the number of houschelds. This appens= to be tga
most plavsible approaeh, since stability of conaumption pat-
terns is more likely to exist for the avernge consuming unit
than for the population as a whale. The number of eonsum-
ing units for furniture is probably approximated more closoel
by tha number of hovseholds than by the number of indivici):
usls, epending units, or even famikics,

The avernge houzshold at the present time sponds ahout
$70 o year on furniture, A nowly formed houschotd natural-
ly spends much mcra than this, but Lhe dals do not permit a
satisinefory estimate of the ocutlays typical of tlicse now
houzeholds.

Alternative relationships

In nddition to the analysis presented m chort 2, & number
of other relntionships wors tested.  These inciuded, on o eur-
rent dollar hasis, linent a8 well as logarithmic regressions for
agzregato expondibures nad per-houscheld sxpenditures, and
similar mnalyses in constant dollars® The wvarious per-
household relationships were about equelly salisfactory in
seequnting for the Buctuntions in furniture expenditures
during the prewar yenrs, and the expected volues calenlated
for curront outleys from these relationships agreed closely.

There was, howover, a signifiennt diffcrence in the levels of
furniture expenditures indicated for the war pariod by the
logarithmic and linesr per-household refationships.  The
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linenr regression yialded morkedly higher ealoulated values
for expenditures during the war yenrs, implying that the
aggregate unsatisfied %lemnnd in this period wes much
greater than that indieated by the logari ¢ nnalysis?

The relationships employing aggregaie rather tﬁ':.l? per-
household data, which gave corrclations nearly as high as the
per-household set, indicated somewhnt higher expected rutes
of expenditure in the posiwer yeors. & BRTOE Wabs frue
when a per eapita analysiz was used. Noverthelass, as
uoted emdier, the par-household basis was {alt to be the moat,
eabisfuctory.

Chart Z—Personal Consumption Expenditures for Fur-
nitnre: Actual and Caleulated
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The relationship shown in chart 2 accounts for almost all
of the observed Huctnation in furniture outleys before the
war, and in addition indiontes that expenditures in the past
fow years hova been closely in line with the historical pattern.
However, there is oo implicit assumption, in applying such o
statistical analysis to the appraisal of eurrent demand, that
relevant factors which are not explicitly introduced have nod
chenged in their joint affect on demand aince the pariod an
which relationship is based. Other ]ilatantin]!y significant
fnctors which did not huve & messurable effect in the prewar
yeara are consid below, in order to investipata their
aurrent importence.

Other influences

Among the factors tanding t¢ reize ouﬂu{a ot the present
time t9 compared with tha volues indicated by the statistien]
anelysis, one of the most important is the preat increoss since
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bofore the wor in individuala’ liquid asssts. The arails-
bility of liquid assets raises cousumption generally by redue-
ing the impulse to save out of current income. Almp,
pariioninriy in the case of durnbies sech ns furniture whigh
require large outlays, it nakes possible purchases that might
otherwise deferred bocohuse buying on time mjghtgbu
undegirable or difficult to arrange.

Another element which may account for higher spending
currently is the condition of consumer inventories of furm-
ture. Although the most urgent replacoment demand
arising out of wartime limitations on produciion haa largely
beon met, it ia yather doubtiul that consumer holdings are
ag yet sompletely back to normsl in quantity or age com- -
pogihien. '

Similarly, the effect on furniture demand of the recent
high marriage and birth rates, following o decade of mlnt.iveg
low rabes, is aleo likely to be in an upwaxrd direction. Hu
fiuctustions are alrendy re;g;zsﬁnt.ad to some axtent in the
guantitative relationship, which is an a per-honzekeld hasis.

The :ippn.rent- decrense in income concentration over the
period of analysis—in lpa.rt- the reqult of changes in the tax
structure—has prebably not been important, since a ch
in the income ibution will not affest aggregnts )-
tures if the relation of expenditure with income is linenr, and
thie lineerity holds approximately within o range of incoms
aceounting for about 90 percent of furniture outlnye.’

A factor which tends toward lower expenditures eurrently
than is indicated by the relutionship is the upward trend in
the proportion of hotischolds occupying apartments rather
than houses. This proportion has been declining somewhai
tince the end of the war, but it ia appreciably bigher than in
1940, pnd even farther abowa 1030,

Again, dispoeabls ineome in the firat kalf of 15560 has been
temporarily raised by the payment of the National Service
Life Ingurance dividend. Since there is a tendeney to save
more than the usual proportion of such nonrecwring income,
the “calculated” expenditurves obtained by treating these
paymenis ns ordinary income may be somewhat too high.

A number of other elements mey be cited ns ];mrin% BOM1A
relevance to the anelysis, although the direction of thair
influence is less clear., The inerensing avernge age of tha
population ond the shift from rural o wrban areps are ex-
amples of factora which muy alter expenditure ﬂ»ettmm aver
a long period of time. Also, thers is the intan but nene-
tholess important matter of tastes, particularly ns these nre
nfluenced by more widespread uwsa of new styles and
materials.

There is little indication that the net effect of these fac-
tors not covered by the statistical relationship is significont
#t the present time. thege should be imcluded the
growth in consumer eradit, which iz aleo probably not of
major imporiance, though' it has hed some atimulating
¢ffect on cwrrent demand, This is discussed st groater
length below n view of the interest in the subjecs.

It appears, therefors, that the demand aguation proswnted
shuuldp ph-a useful in mensuring the potenticl market for
furniture. However, o coniin appraisal must be made
of the influence axerted by factors noi covered by the
relutionship.

The Influence of Credit

In the years before the war, consumer installment credic
played & constantly increasing part in furnitore buying., In
the middle twenties about & bg.m:l of nll sales at furniture
and house-furnishing stores were subject to instollmens termus;
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by 1940 more than half of the seles of these stores were in

is cotegory (chart 3}, This advance reflected both the
;pstitational growth of lending snd financing ngencies and
chsnges I the attitude of consumears and merchants toward
immﬁ?::tant aradit.

Limitations of the data

The information available for measyring the effect of
eredit buying on furnitura demand contains eore imporiant
gops. Consumer instaliment credit consists primerily of
installment sales credit and cash loana. ez credit is
: ted in connsetion with instollnent eales at retail astab-

ishments. Cash loans are extended by personnsl financs
compeniea, credit nnjona, industrial banking companies snd
coramercial banks. Although thess loans are used in lergs
stparct to finanee the purchase of dureble goods, data on loans
v uge are not avnlable, nnd it iz not pnmf:'la to meamire
varintions in the importance of cash loane for buying furni-

.

In addition to installment eredit, purchazez on chorge
aecounts ¢onstitute & part of consumer credit. No continu-
ous series on chorge aceount credit for furmiture 1= availeble
for the years prior to 1939, However, charge nceount sales

and the duration of indebtedness is much shorter in the case
of chorgs eceounts, so that this type of eredit forms s rela-

tively small part of eredit ootetanding. o
e inatalimont selea eredit £i utilized in thiy diseus-
urnishings storos.  As such

sion ara for furniture pnd house
they refer to sales of furniture together with other goods car-
ri %Y these stores, such as & ces, radic and television
acts, Hoorcoverings, ete. Howewar, o substantinl amount of
furniture is solid by department stores and mail-order housss,
aome of it on installment terma, gince data on credit
sales of these outlats are not brolen down by commodity,
they are not included in the figures dizvussed here.

Influence of instellment buying on demand

The growth in im]lnnrt-anne of installment. enles in the pro-
wor period, ng revenled by the top panel of chart 3 and the
figures in table 2, might have been expected to result in an
I'u ward trend in furnitore buying, Individunls who ars un-

able to accumulate enough snvings to pay cash for items like
furniture may still find it possible to buy such goods on time,
_and to the extent that thie happens, a growth in instaliment
oredit should add to the demand for furmitura, .

Such an offect, however, wae not observable dwring the
prewar poriod. The atatisticnl reletionehip presented, which
rmcludea neither & eredit varinble nor & time trend, yields an

extremely close fit ond no increase in demand over

this period is apparent.
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[Mlliama af dalioes)
J Tow G:ﬂ,,:.ﬂ“ Ineiafhment “Yoor Dﬁ:rgd Indsllmpnk
1 W 11 0 ) 0
W B8 o L1} 04
L - I — ] au 1M $iy
T ——— an b+ 1.0 750
- — m oA 16
115 I il | ) 1, ﬂ?
§ e a B .
. — s % w
I - FN v 1.7
- ] 11 o

. aron: A I tha Fuloral Raoers d DNlod of Dusliss Eooe
Hmhmnumm:?n Hyulem, nm

szles on an ipstollment basis,

of furniture are only akout half as Yarge a8 inatellment sales, -

SURVEY OF CURRENT BUSINESH 1l

It in not clear, of course, I;l;;t. :ﬂa affect Ef em?lft. m:}tde-
mand iz ndagua DLe4guTe a proporiion of furoiturs
e i oe Ggﬁ'eus Emitation is Ehe
foilore to reflest the impact of vepaymeuis. Another
mensure of the potentinl effact of credit s the trend in
iisbnllm«antr debt outstanding pictured in the middle panel of

art 3.

Installment eredit cutstanding &t furnjturs and house-
furnishing stores showed ne growih relotive to disposabla
ncome over the decads before the war. It may also be
poted thet total consumer credib nubst.n.n&nﬁ has moved
much like furniture credit both befove and after the war.
Thus, to the extent that the influence of credit on demand
is exertad through the vecessity of repaying obligations pre-
viously in , there wo ha Do mensu.rﬂa sacular
effect over the prewar yaors indicated.

Chart $.—Installment Credit Sales of Furniture and
' Housefumishiu_ﬂlftnma

PERGENT -]
&a INGTALLMENT SALES A8 A PERCENTAGE OF

TOTAL SALES
e rA/

20 = -
& eaTmsTED

o AN Y [ R I A Y I |
PERCENT

Z I INSTALLMENT GREDIT QUTBTANDING AS A
PERCEWTAGE OF DISPOSABLE PERBONAL INOOME ¥

'l m

NUMBER OF MONTHS

40
AVERAGE DURATION OF INBTALLMENT
(NCEBTEDMEES

20 /\——v

B S T N O T O T O O I | i
28 3 33 35 37 39 41 43 45 47 49

1Y MWHFHMWMWMMHW ol

mmm.ﬁ T o Ebuy of astalioent ardlk gobstending of 0od of momb,
...1;] L0 Pﬂm ahgn wu My

Bonree of duln: TRetnllidnok Qredt, Board of Goveroors of
bposablo Forsotal Tacome, T, 5. DOpar ik of Commira, O

Such factors s the size of down poyinent required, the
lemgth of the maturity period and the scale of service
aleo affect the demand for furniture on credit. Changes in
tnstallment terms are ravenled in some degree by the boitom
panel of chort 3, which gives nvernge durstion of indebted-
pness 4t furniture and housefurnishings stores. However
there wos no trend toward ensing of credit terms evidence
by thess figurca over the prewar period,

Fresent position

Ag chart 3 makea elear, installment eredit buying in furni-
turs has not yeb recovered from the drop in relative import-
snce it oxperienced during the war yenrs, (Consequendly,

(Continued on g B4}

Feadoml Rescrrg B
of Boalnces m‘&'ﬁ'ﬂ



94 SURVEY OF CURRENT BUSINESS

The Postwar Furnitare Market
(Continuad from p. 1{)

¢hare appenrs to be room for substantial growih in eredit at
the present time. It is likely that o return of installment
buying to its prowar importancs wonld have s stimulating
influence, aven through credit developmenta before the wor
bod no distinguishable effect on furniture demand.

Thers is evidence, both in the behavior of nggregmia ox-
penditures and in reports from trade sources, that the in-
croased availability of eredit when regulotions ended on June
30, 1948, aided the upturn in furpiture sales in the second
hall of the year, Tho raiios of instalimeni to total sales at
furniture stores snd of oredit outstanding to disposabls in-
come and the average durntion of instellment indebtedness
all advaneed signifieantly. However, they atill remained
below the values shown prioer to the waor, This, more ex-
tensive installment buying may be accepiable to both the
retailer and the consumer, previded that the funds necessory
t0 finence the extenslon are availeble.

Expenditure Surveys

In addition to changes in ngeregate demand from year to
yenl, varialione in demand among groups of consumers are
of interest, The relntion of consumption hnbita to the
charnctoristics of the individual consuming unit could best
be dotermined by sampla surveys if ndequate daén were
avaiinble.

Ameng the ud?a.nl.:ﬁaa of the survey approach are the
ability to dstermine the divect effect on ench ecnsamer’s
outloys of n variable such os neome and, in particulor, to
take account of the distribution of ncome, wealth and
similar factors; the opportunity to memsure factors like
consumer invontories, about which ususlly there is litde or
1o ngpregate information available; and the inct that, when
thest surveys are repocted over o period of time, nhnngm in
consumption paftorns may be disclosed which would not
show wp in studics based on over-oll data. The mojor dis-
ndventazes of the survay method are its cost, and the well-
known {nct that some types of data are subject to serions
Toporting biases in thi= kind of survey, Moreover, there
in lit.ﬁeﬁlistmicul information avnilable from such surveys
up to the present time. )

The Survey of Consumer Finnnoes, carried out annually
in the postwar peried by the Board of Governors of the
Foderzl Eeserve System, differs from eatlier public surveys
of a::(jenditurea in covering asing intentions as well as
actual outlays.  TFrom the information on furnitora ingluded
in these surveys up t¢ now, it appems thet plans to buy
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furniture may be useful in indicating movements of actunl
cxpenditures, bub are not satisfactery for dirset estimates
of dollar outlays. However, more experience will he
required to assess the value of this information in nnalyzing
furTml'lt‘.‘.aura demand. b lons for 1850
moat recent survay, coverd uyizg plans for 1
of. consumers as of the carly mun;fs of tﬂ%ﬂ FELL, Yepor
that iotentions to purchose furniture were lithle different
from those oxpressad in the corresponding survey 0 vear
carlier ond relating to 1949,

Summary

Expenditures for furniture, both in dellar and in quantity
terms, are now ab 4 rate eurpassing nny previous year on
record,  The major factor secounting for the alrength of this
damand is the high leve] of diﬁpusnblefll:araunnl incoma, which
hns bean ewelled aven further in the first quarter of 1950 by
the payment of the National Servige Life Insursnce dividend,
The netivity of rasidential building has also been, important
in sustaining furniture h#j:ngh”

A quantitative relationship has been presembed for messur-
ing farniture demand on the basis of the prewnr expenditure

tiern. The current high rate of expenditure sppesrs to
ﬁ. closely in line with this relationship, which malkes allow-
ance not only for the level of income and residantia] sonstrue-
tion, but nl=o for the growih in &he number of households
and for the advances in furniture prices. Compared with the
prices of other and mervicee, the price of furniture is
substentinlly higher than befors the war. However, tha
ratio of furniturs prices to the over-all conswmar price 1odex
hag been tending downward sinee 1845,

Ii: the years immedistely fellowing the end of the war, tha
beeltlog demand created by wartime restrictions on furnttura
production, together with the liquid assets nccwmnaulgted by
coneners durmg the war, had helped to push expenditures
beyond the velues indieated by the historical patiern. How-
ever, there is little indication that this backlor ia still of great
importance at present prices, although thers may well be o
Inrger-than-normal  re ment demand at lowsr prics

B

It 13 nlso notewarthy that instedlment seles of furniturce
currently form & smaller proportion of all furniture salea
than in the period 183341, despita iho sizable incresse of the
past foor yeors in installment oredit oulstanding.  Moreover,
Installment credit ontstanding is Jower ralative to disposable
income than at sy time during the period 1929-41, Con-
soquently, thore ia little veason to expact that installmens
cradit will be o limiting factor on furnitura asles for some
time {0 coma,

National Income and Product in the First
Quarter of 1950

{Continucd from p. 7}

Transfer ente, apart from the veterems' insurance
dividends diseussed abovs, were raised about $% billion, at
snnoal roses, by expansion of nnemployment compensation
benefits, Tho eppavent contradiction between this increase
and the rise in seasonally adjustod employmoent is attrbo-
table largely to concomitant growth of ihe lzbor force and
perhaps olse to other fnctors related to the coverage and
ndministration of the unemploymeni-insurance programs.

TEMPORARY RISE IN PERSONAL SAVING

The large black of Federnl individual ineomae tax eollec-
tions of year-end scttlements on the provious yomr's lisbil-
ities deelined eubstantiolly in 1050 as compared with sorre-

spending collections in 1949, but this drop was approximatel
get by o reduetion in refunds,  Accordingly, net person
tnxes varied but slightly fromn the fourth guarter of 1940 to
the first of this year, and disposable income followed closely
the movement of total personal income.
Congtmption expenditures did not keep pace with the spuré
in dispozable income. Ae a resulf, persenal saving is shown
in table 3 to bave risen from an annual rate of 11 hillion in
the fourth quarter fo $13% billion in tha first. Predomi-
nantly, of course, the rise veprescoted saving—much of it
doubtlosa temporary—of the N. 5. L. 1. pi{lmonm Thus the
incresse in saving does not indicnte o change in the basic
]I'Amponmt.y of consimers to spond, which is obyivusly high.
t simply reflects the fact that the spending of tho insurance
refunds will be spread over a Jonger time then their roceipt.
Accordingly, consumer expenditurcs in the second quarter
will bo influenced by the delayed effeets of the dishursomants
through March, 03 well a2 hy additional payments subze-
quont to thet dato,




